
3

to yield operating cash flow. Operating cash flow is then

divided by the sum of debt service (principal and interest

paYments)2 and a pro rata allowance for system-related capital

expenditures incurred over a five-year period. So long as the

ratio of operating cash flow to the sum of debt service and

capital expenditures3 is 1.20:1 or less, the system would be able

to successfully defend the reasonableness of its rates.

The pro rata allowance for capital expenditures requires

further explanation. First of all, it is beyond dispute that any

regulatory scheme which deprived cable operators of sufficient

revenues to reinvest in capital improvements would contravene one

of the five fundamental policy goals of Congress in adopting the

1992 Cable Act, to "ensure that cable operators continue to

expand, where economically justified, their capacity and the

programs offered over their cable systems. ,,4 However, capital

discriminate against partnerships vs. corporations. Interest and
non-cash expenses including, but not limited to depreciation and
amortization, would not be included. Extraordinary gains or
losses also would not be included. A reasonable allocation of
overhead (joint and common expenses) would be allowed. An
allocation based on the percentage of total subscribers would be
presumed reasonable.

2projected debt service can be determined for the current
fiscal year based on existing debt level and interest rates.
This information should be readily available from a loan
amortization schedule. Again, the cable operator would be
directed to make a reasonable allocation of debt service expenses
among groups of systems covered by a given loan or debt
instrument.

3The sum of debt service and capital expenditures are
commonly referred to as "fixed charges." Operating cash flow
minus fixed charges is commonly referred to as "free cash flow."

41992 Cable Act, Sec. 2(b) (3).
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expenditures related to a particular system may vary widely from

year to year. In the event of a major system rebuild, for

example, an unusually large amount of capital might be invested

in a particular year. If this entire amount were included in the

calculation for the current year, a cable operator might be able

to justify a sharp increase in rates. To ameliorate this effect,

it is proposed that the "capital expenditure" figure be

calculated by including 20% of actual system-related capital

expenditures for the previous four years5 and 20% of budgeted

capital expenditures for the current year. If for some reason

the budgeted capital expenditures for the current year are not

fully spent, the pro rata allowance for that year can be adjusted

appropriately in the next four years going forward.

Attached as Exhibit A is an example demonstrating how the

marginal cash flow computations would be performed. To the

extent any of these figures are challenged, the cable operator

would be required to submit a statement to the Commission from an

outside certified pUblic accounting firm verifying that the

amounts have been calculated in accordance with generally

accepted accounting principles and that the allocations (~, of

joint and common expenses) are reasonable. Attached as Exhibit B

is a representative form of outside accountant's letter which

cable operators should be in a position to provide.

5Historical capital expenditures can be verified through a
CPA confirmation letter, as explained infra. In cases where
historical data is not available, good faith estimates may be
required based on extrapolation of available data.
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There are certain safeguards which might be added to the

Falcon proposal in order to more fully effectuate Congressional

intent. First of all, the Commission certainly does not wish to

create a situation which authorizes continual rate increases for

the purpose of servicing an excessive debt load. Nor does the

Commission desire to create a "safe harbor" to protect those

operators which overextended themselves with debt in order to

finance acquisitions. Thus, debt service on debt which exceeds

six and one half times operating cash flow would be excluded from

the calculation of allowable fixed charges. This safeguard will

effectively limit the extent to which debt service can be taken

into account in the "marginal cash flow" test. The ultimate

effect of this approach may be to require refinancing of certain

highly leveraged entities. Indeed, the Commission may want to

revisit this 6.5 times cash flow debt service cap in the future

to ensure that it continues to reflect the realities faced in the

cable lending market.

similarly, the Commission does not wish to allow cable

sUbscription revenues to subsidize debt incurred for non-cable

purposes. 6 Accordingly, as to any borrowings incurred after the

effective date of these rules, debt service would be allowed to

be taken into account for purposes of this test only in

proportion to the amount of such borrowings which have actually

6For this same reason, the proposed test focuses on an
analysis of revenues from cable operations as well as cable­
related expenses. The mixing of revenues and expenses from
entities engaged in diversified activities not only runs the risk
of cross-subsidization, but also prevents the development of
clear and consistent comparisons.
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been reinvested in operations or capital improvements relating to

the specific system at issue. However, debt service for

borrowings incurred prior to the effective date of these rules

would be allowed to be deducted from operating cash flow.

otherwise, significant numbers of cable systems would be

precluded from servicing existing debt, which could engender

massive defaults, and possible disruption or termination of cable

service. Clearly, Congress did not intend to put numerous cable

operators out of business.

It is simply impossible to reconstruct how every dollar

borrowed by a cable television entity has been invested in the

past, and the dislocations which such an effort might cause to

the financial stability of the cable industry are potentially

devastating. Nor can the embedded capital structure of the cable

television industry be simply ignored. Rather than embark on

such a treacherous course, we believe that the problem of

"excessive" preexisting debt can be addressed by prohibiting debt

service on debt in excess of 6.5 times operating cash flow from

being taken into account in the marginal cash flow test, as

explained above. Future uses of borrowed funds can be monitored

much more readily, and the test proposed here ensures that such

borrowings cannot be used to justify rates falling above the

benchmark unless such borrowings have been reinvested into the

affected system. Moreover, the proposed test provides the

Commission with a mechanism to adjust this test to reflect any

changes in capital markets affecting the cable industry, while
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providing incentives for the cable television industry to reduce

leverage in a gradual, realistic fashion. 7

The "marginal cash flow" ratio of operating cash flow to

fixed charges (debt service plus pro rata capital expenditures)

of 1.20:1 is a common index incorporated into loan covenants

generally encountered in the cable industry.8 Thus, this is not

an arbitrary test, but one which is based on conservative lending

parameters in the current cable financing environment. An

efficiently operated system is likely to have positive operating

cash flow, i.e., revenues will exceed operating expenses.

However, a bank is unwilling to lend money even to a system with

positive cash flow unless there is a sufficient "margin" of

"free" cash flow in order to make principal and interest payments

owed on the loan and to fund necessary capital expenditures.

Thus, lenders to the cable television industry typically include,

in addition to other financial covenants designed to ensure

repayment of loans within an 8 to 9 year time period, a covenant

requiring that the ratio of operating cash flow to allowable

fixed charges (as defined above) be maintained at an average

level of at least 1.20:1 to ensure that the operator will have

sufficient revenue to pay operating expenses, service debt, and

comply with capital expenditure requirements.

7This is consistent with the approach which was taken by
banks in 1990 and 1991 to allow an adequate transition period for
cable television borrowers to adjust to the "highly leveraged
transaction" regulations that were introduced in 1990.

8See the letters from certain major lenders to the cable
television industry, and from certain investment banks, attached
hereto as Exhibit c.
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Indeed, loan agreements commonly in place in the cable

industry today often provide that, if a cable operator fails to

satisfy a 1.20:1 marginal cash flow ratio or other similar

covenants, the borrower is deemed to be in default. While the

bank would typically be entitled to commence foreclosure

proceedings in the event of a default, such draconian measures

previously have been rarely instituted in practice. Rather,

based on historical experiences, at a very minimum the bank would

typically demand a restructuring fee, a higher interest rate

(since the loan has been shown to be more risky), and in all

likelihood will place tight controls on the freedom of the

operator to make capital expenditures. Thus, if the Commission

fails to allow cable operators to maintain a reasonable cash flow

margin, the result is likely to be even greater amounts of cable

revenues diverted away from system improvements or programming

innovations to satisfy these higher interest rates, and to limit

the ability of cable operators to make planned capital

expenditures. The foregoing results would clearly disserve the

pUblic interest and could not have been intende~ by Congress.

The marginal cash flow test provides a "fail safe" mechanism·

which allows the Commission, the cable operator and the

complainant or the franchising authority to avoid becoming

embroiled in potentially protracted cost of service hearings,
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while simultaneously guarding against truly unreasonable rates

without risking the anti-consumer side e~fects described above. 9

S2V

~he marginal cash flow test is based on all cable
television revenue derived by the system, including revenue from
unregulated services offered on a per channel or per program
basis. While such an approach is necessary to avoid complex
allocations of items such as expenses and debt service, it should
nevertheless be noted that this approach places even tighter
reins on overall cable system cash flow than mandated by
Congress. See Sec. 623(c) (2) (D) of the Act.
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EXHIBIT A

EXAMPLE OF MARGINAL CASH FLOW COMPUTATION
($IN OOO'S)

I. CALCULATE OPERATING CASH ~LQW

Revenues
Minus: Operating Expenses
Equals: Operating Cash Flow

II. CALCULATE ALLOWABLE D¥BW SEBYlCE

Operating Cash Flow
Leverage Multiple
Maximum Base for Allowable Debt

Service
Actual Total Debt Outstanding
Excess Debt Outstanding

Excess Debt %
Total Actual Debt Service

(Principal & Interest)
Adjustment
Total Allowable Debt Service

III. CAyCULATm ALLOWABLE FIXED CBARGES

Total Allowable Debt Service
(Section II above)

Plus: Capital Expenditures
Equals: Allowable Fixed Charges

IV. DiVIPE OPEBATING CASH FLOW
BY ALLOWABLE FIXED CHARGES

Ratio of Operating Cash Flow to
Allowable Fixed Charges

Example
A

$ 5,661
2/580

$ 3,081.

$ 3,081
X 6.5

$20,027
22/505

$ 2/478
12.4%

$ 2,146
87.6%

$ 1. 880

."$ 1,880
871

$ 2/751

Example
B

$ 3,056
1, 323

$ 1, 73.3.

$ 1,733
X 6.5

$11,265
14,770

$ 3,505
31.1%

$ 1,320
68,9%

$ 909

$ 909
516

$ 1, 425

Example
C

$12,875
5,839

$ 7.036

$ 7,036
X 6.5

$45,734
40,666

$ -o­
N/A

$ 3,641
N/b

$ 3,641

$ 3,641
1, 230

$ 4,871

Example A passes the marginal cash flow test, Examples Band C fail the
test.
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DEFINITIONS

Revenues: All revenues derived by the system from cable
television operations during the most recently completed fiscal
year. For example, revenues would include, but would not be
limited to, revenues derived from recurring cable service fees,
second sets, installations, remote controls, cable equipment
rentals, and advertising. This gross revenue figure should be
readily ascertainable. In many cases, this is the base figure
reported to franchising authorities for the purpose of
calculating franchise fees.

Operating Expenses: Expenses incurred by the system during the
12-month period described above. Taxes and other cash expenses
would be included. Partnerships, which do not themselves pay
income taxes, would be allowed to factor the ~ forma effect for
taxes into the expense calculation so as not to unfair~y

discriminate against partnerships versus corporations. Interest
and non-cash expenses including, but not limited to, depreciation
and amortization, would not be included. Extraordinary gains or
losses also would not be included. A reasonable allocation of
overhead (joint and common expenses) would be allowed. An
allocation based on percentage of total subscribers would be
presumed reasonable.

Debt service: Projected debt service can be determined for the
current fiscal year based on existing debt level and interest
rates. This information should be readily available from a loan
amortization schedule. Again, the cable operator would be
directed to make a reasonable allocation of debt service expenses
among groups of systems covered by a given loan or debt
instrument.

Capital Expenditures: This amount is calculated by including 20%
of actual system-related capital expenditures for the previous
four years and 20% of budgeted capital expenditures for the
current year. Historical capital expenditures can be verified
through a CPA confirmation letter. In cases where historical
data for all four years is not available, good faith estimates
may be required based on extrapolation of available data. If for
some reason bUdgeted capital expenditures for the current year
are not fully spent, the pro rata allowance for that year can be
adjusted appropriately in the next four years going forward.

5064
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EXHIBIT B

(

Sample Auditor Letter To
Verify Figures Used For

Marginal Cash Flow computations



IBDO
SEIDMAN

Maroh 5, 1993

( (
1900 Avenue 01 the: Stirs. lltll Floor
Los Anaeles. Callrornl.lI 90067
~lc:phonc:: 0101 5'7-0100
~leeopler: (HOI 551-1777

Accountants and Consultants

Mr. Michael K. Menerey
Falcon cablo TV
10900 Wilshire Boulevard
Los Angeles, CA 90024

Dear Mr. Menerey:

You requested tha.t we· review the accountinq and auditing
litera.ture to determine, thQ extent of comtort tha.t BOO Seidman
can rendQr in connection with issuing a report on schedule ot
marginal cash flow computation. I understand that Falcon is
proposing that the marginal cash flow oomputation be defined and
inoluded in the regulat.ions, which are Goon to be issued by the
Federal ColtUnunications Commission ("FCC I1 ) in response to the 1992
Cable Act.

St.ateUlQnt on Auditing standards No. 62 IISpaoial Reports"
prescribes the torm and content of auditors' r4ports issued in
conneotion with "coUlpliance with aspects of contractual
agreements or rogulatory requirements related to aUdited
financial statements".

Attached to this letter is the type ot report which could be
rendered in connection with the computation ot marginal cash flow
(as~~efined) for submission to the FCC to comply with the FCC's
regulations.

If you have any questions or comments, please contact me.

?h:;i~
Martin G. Paravato,
Partner

/bBl

Enclosures

{BDO
BINDER
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BOO
SEIDMAN

( (
1900 Avenue of the SteCS. 11th Floor
Los Ang~les. California QOO67
'Telephone: 11101 HHllOO
Th!e(;opler: 13101 H7·1771

ACcountancs and Consultants

INDEPENDENT AUDITORS' REPORT
ON

SCHEDULE OF MARGINAL CASH FLOW

Falcon cable TV
LoG AngQ1QG, California

We have audited the accompanying schedules ot marqinal cash
flow (as defined in the regUlations issued by the FCC in
connection with the 1992 Cable Act) of Falcon cablQ (name of
system) for the year ended December 31, 1993. The schedUle is
the responsibility of the Company t s management. Our
responsibility is to express an opinion on these schedules based
on our aUdit.

We oonducted our audit in accordance with generally accepted
audit.ing st.andard.s. Thoae standards require that we plan and
pertorm the audit to obtain reasonablo aC8UranCQ about whQther
the sChedules of marqinal cash flo~ 1. free of material
misstatement. An audit includes examining, on a test basis,
ov1doncQ supporting the amounts and disolosures in the sohedule
of marginal cash flow. An audit also includes assessing the
account1nq principles used and significant estimates made by'
manaqement, as well as evaluating the oVQrall schedUle
presentation. We believe that our audit provide a rQasonable
basis for our opinion.

In our opinion, the schedule of marginal cash flow referred
to above present fairly, in all material respects, the marqinal
cash flow and increase in reserves for defined expenditures of
Falcon Cable (name of system) tor the year ended December 3i,
1993, as defined in the regulations referred to in the first
paragraph.

This report is lntQndQd 801ely for the information and use
of the management of Falcon Cable (name of system> and should
not be USQd for any othQr purpose.

BOO SEIDMAN
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EXHIBIT C

Letters From Lenders And Investment Banks
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@ BANKOF BOSTON

March 5. 1993

Mr. Michael K. Henerey
Chief financial Officer
Falcon Cable TV
474 S. Raymond Ave. Suite 200
Pasadena, CA 91105

Dear Hike:

You have requested a response from the bank regarding generally accepted
lending parameters for our cable television debt portfolio, specifically with
regard to the total debt to cash flow ratio and fixed chargQ eove~ag8 ratio.
~ you know, Bank of BOlton ts a leader in cable television finance With $1.2
btllton tn commttments to the industry, placing us as a tap-5 lender to cable
television tod'1. Our cable portfolio is comprised of 41 credit faciliti~s to
1ndi vidual cab' e oparators spread across the United States. "

We understand that you have proposed to the FCC an alternative of evaluating
cable service rates that incorporates certain traditional credtt ratios, namely
total debt to cash flow lnd a ftxed charge coverage test. We also under$tand
that your proposal is intended to provide the FCC with I simple, expeditious
mech~nism for evaluating complaints lodged against cable operators whose rates
might fall outside the FCC's benchmarks.

It is important to us that the industry continue to have access to the capital
markets and that their existing and futurq free cash flow be sufficient to
cover. with a reasonable cushion. debt se~v1ce and capita' 8xpenditure
requirements. The credit standards tn this regard are more conservat1vQ today
than the standards banks applied just a few years ago. Today, the bank market
would typically demand maximum total debt to operating cash flow no greater
than 6.Sx. Bandholdgrs Ind other institutional landers will tolerate somewhat
htgher debt to cash flow ratios than the bank market. Fixed chArge coverage is
defined as Earntngs Before Interest, Tlxes, Depreciation and Amortization
("EBITDA"), less cash taxes, divided by the sum of interest, mandltory
principal payments on total debt and capitl1 expenditures. The bank market
today· needs to leQ fixed charge covsrage averaging 125% or greatQr over the
first ftve years of a bank financing.

Please let me know if'there is anything else I can prOVide.

Sincerely. ~.
. ~

't-3-~£~ \2. , .")..
es C. Lewis

~'S1on Executtve
Hed~a &Communications
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N"l.innllllltn\(
1'. O. Doll 831000
nAn",. TX 1"~2f13·1000

T~I 214 608·62112

NationsBank

March 5. \ 993

Mr. Michael K. Meneray
Chief Financial Offioer
Falcon CablQ TV
474 S. Raymond Ave.• Suito 200
PUEldenca. CA 91106

Dear Mike:

(

You have requested a recponse from the b~nk. reoarding gel'lerallv accepted lending
parameters fot our cable televisIon debt portfolio. specifically with regard to the total debt to
cash flow ratio and fixed charge coverage ratio. As you know, NatlonaBank II a leader in
cClbte television finance with approximately S'.6 billion In commitments to the Industry.
placing us as the 11 domestic and' 113 worldwide lender to cable television tod~V. Our cable
portfolio Is comprised of 68 credit facilit.ies to IndivIdual cable operators spread BcrOIl the
UnIted Statu.

We understand that you have propo&ed to the FCC en alternative of ev~lu.ting cable service
,atls thlt incorporates certain traditionAl credit ratloG, namelv total debt to ca.h flow and 8
fixed cherge coverage test. We also understand \het your proposal Is In\enoed to provide
the FCC with a sImple, expeditioul mechanism for eVlhJllting complaints lodged egalnst
cable operators whose ratas might f,lrouulde the FCC', benchmarks.

It Is important to us tnat the industry continue to have access to the capitel markets and
that their 8)t\sting and future free enh flow be 'suificient to cover. with a roasonable
cushion, debt servIce and cl\pital expenditure requirement... The credit .tandards in this
reoard are more conservative today thJn the stilndards banks a()plled just 8 few years Igo.
Today, the bank market would typically demand maximum total debt to operating cash flaw
no oreater than 6.5x. Bondholders end other inatltutional lenders will tolerate somewhat
higher debt to cash flow ratioc than the bank. mi(r\(Qt. Filt:ed charge covarlge Is defined IS
Earnings Before Interest. Taxes. Depreciation find AmortizatiQn ("EBITOA·l, leu cash taxes,
divided by the sum of interest, mandEltory principal payments on total debt and capital
expenditures. In genelal. the benk. mllrket today needs to aee fixed charoe cover;g;
averaging 125% or greater over the first five years of a bank financing.

Please let me know If ther" is anything else I can provide.

s;nc·xtv
• I, .Jj:s-'

&1J~
Douglas S. Stuart
Vice President
(2' 4) 608-0922

g:\w.... \tv\.:! a.\teloon.It,
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.{{ffi\ FIRsr CHICAGO
~ TI1e FirstN3tiorlal Bankof Chicago

Stephen Mattin
VtC;e President I 0Ni3iot\ HcOld

Mr. Michael K. Menerey
Chief Financial Officer
Falcon Cable TV
474 S. Raymond Avenue
Suite 100
Pasadena, California 91105

Dear Mike:

(

WeSlern ComnJf\icalions DivisIon
O'IQ Fir,! National Plaza
M3~ Suite 0083
CNcago. IUirois 60070 - 0083
Telep/'lCYl9: (312) 732·3719
FAX: 131'.2) 732 .7727

March 8, 1993

You have requested a response from First Chicago regarding our cable television lending
parameters. specl.fic:aIly with regard to the total debt to cash flow ratio and fixed charge coverage
ratio. As you know. The First National Bank of Chicago has been a leader-in cable television
fmance for over 20 years. with more than $1 billion in commitments to the industry, placing us
as one of the top lenders to cable television today. Our cable portfolio is comprised of more than
80 individual credit facilities to cable operators spread across the United States.

We understand that you have proposed to the FCC an alternative of evaluating cable service rates
that lncorporates certain traditional credit ratios. specifically total debt to cash flow and a fixed
charge coverage test. We also understand that your proposal is intended to provide the FCC with
a simple. expeditious mechanism for evaluating complaints lodged against cable operators whose
rates might fall outside the FCC's benchmarks.

It is important to us that the industry continue to have access to the capital markets and that their
existing and future operating cash flow be sufficient to cover. with a reasonable cushion, taxes.
debt service and capital expenditure requirements. The credit standards in this regard are more
conservative today than the standards banks applied just a few years ago. Today, the bank
market would typically allow. for new deals, maximum total debt to operating cash flow of no
greater than 6.Sx. It is our experience that bondholders and other institutional lenders will
tolerate somewhat higher debt to cash flow ratios than the bank market. Because of this and the
fact that the bank standard of 6.Sx is tighter than just a few years ago. many existing cable TV
companies have. today. total debt to operating cash flow ratios which ex.ceed 6.S times. This is
an important fact to realize when viewing the appropriate level of debt for determining the
interest component in a fIXed charge test. Fixed charge coverage is defined as Earnings Before
Interest, Taxes. Depreciation and Amortization ("EBITDAIf). less cash taxes, divided by the sum
of interest. mandatory principal payments on total debt and capital expenditures. The bank
market today generally expects fixed charge coverage to average 125% or greater over the first
five years of a bank financing.

Please let me know if there is anything else 1 can provide.

SM:bhp



THE BANK OF NEW YORK

(

NEW YORI('S nRST BANK - rOUNDeD 17B4 BY ALEXANDER HAMILTON

ONE WALL STREET, NEW YORK, N. Y. 10286

March 8, 1993

Mr. Michael K. Mooerey
Chief Financial Officer
Falcon Cable TV
474 S. Raymond Avenue, Suite 200
Pasadena, CA 91105

Dear Mike:

You have requested a response from the bank regarding generally accepted lending parameters for our
cable television debt portfolio. As you know, The Bank of New York is a leader in cable television
finance with $1,350MM In commitments to the industry, placing us as one of the top three lenders to
cable television today. Our cable portfolio is comprised of 42 credit facmties to individual cable operators
spread across the United States.

We understand that you have proposed to the FCC an alternative of evaluating cable service rates that
incorporates certain traditional credit ratios. We also understand that your proposal is intended to
prOVide the FCC with a simple, expeditious mechanism for evaluating complaints lodged against cable
operators whose rates might fall outside the FCC's benchmarks.

It is important to us that the industry continue to have access to the capital markets and that their existing
and future free cash flow be sufficient to cover, with a reasonable cushion, debt service and capital
expenditure requirements. The credit standards in this regard are more conservative today then the
standards bank applied just a few years ago. Today, the bank market would typically demand maximum
total debt to operating cash flow no greater than 6.5x. Bondholders and other institutional lenders will
tolerate ~omewhat higher debt to cash 110w ratios than the bank market. Fixed charge coverage is
defined as Earnings Before Interest. Taxes, Depreciation and Amortization ("EBITDA"). less cash taxes.
divlded by the sum of interest, mandatory principal payments on total debt and capital expenditures. The
bank market today needs to see adequate fixed charge over the life of a financing.

Please let me know if there is anything else I can provide.

Sincerely,

;;T'/-7r·
Brendan T. Nedzi
Vice President
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VIA FEDERAL EXPRESS

March 8 1 1993

Mr. Michael K. Menerey
Chief Financial Officer
Falcon Cable TV
474 S. Raymond Ave., suite 200
Pasadena, CA 91105

Dear Mike:

You have requested a response from the bank regarding general lending
parameters tor our cable TV portfolio, specifically w1th reqard to
the Total'Oebt to Cash Flow ratio and the Fixed Charge Coverage
ratio. As you know, The Bank of California, N.A. is a leader in
cable TV finance with $430 million in commitments to the industry,
placing us among the top 30 lenders to the industry. Our cable TV
portfolio is comprised of 30 credit facilities to individual cable TV
operators spread across the United states.

We understand that you have proposed to the FCC an alternative of
evaluatinq cable TV service rctes that incorporates certain
traditional credit ratios, namely Total Debt to Cash Flow and Fixed
Charge Coverage ratios. We also understand that your proposal is
intended to provide tne FCC with a simple, expeditious mechanism for
evaluating complaints .lodged aqainst cable TV operators Whose rates
might f~ll outside the FCC's benchmarks. Further, it is importan~ to
us that the industry continue to have acoess to the capital markets
and thet their existing and future free cash flow be aufficient ~o

meet, with cushion, debt service and all other necessary expenses
inclUding capital expenditures. We also teel it is important that
cable TV operators have the ability to adjust their service rates to
reflect the cost of doing business, Qspecially if suppliers to the
industry increase the costs of necessary qoods·and services. Having
stated the foragoing, the following is provided.

,"

With regard to the two atorementioned financial ratios, in general we
typically seek new credit relationships Where Total Debt to Cash Flow
is below 6.50X and Fixed Charge Coverage is above 1.25x. We
currently have transactions both above and below these parameters due
to other mitigating factors whioh should stress the point that these
are g~~~ parameters. Further, considerations other than these two
ratios are factored into the credit decision as well.

Also important with regard to thesQ two financial ratio teats are
their definitions. We typically seek the most conservative

~oo C'-'''.IFORNtl.. STREET. F.O.BOX 4SOQO' SAN FRANCISCO' c...L1fORNlA \l41~5' 415 765-0400
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Mr. Michael R. Menerey
Falcon cable TV
March 8, 1993
page 2

definition of all variables. Fixed Charges are normally defined as
the sum of Taxes, In~ereBt, Principal Repayments, capital
Expendi~ur.a, Partner Distributions/Shareholder Dividends. Cash flow
is normally defined as Net Income plus. non-cash charges and Interest
Expense. To~al Debt is normally defined.as all funded debt including
all sUbordinated debt regardless of the strength of the sUbordination
terms of specific debt agreements.· ·As you know, these definitions
can take several forms through the negotlatinq process to meet
specific oircumstances of the credit transaotion.

I hope this is helpful to you. Please let me kno~ if there is
anything else I can provide.

sincerely,

~IM-
stephen H. Smith
Assistant Vice President
Communications Industries
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~ I YNc,; tklLk. M,A.
~ro4d t: Che'lnlll Sln:ctll
P.O. Box '1648
Phllt\dc:tpblll, rA 19101
2U16866014 -rei

Much 8, 1993

SWlt C. Mtvca
Viet J>rujdlTll

(

PNClBANK
Mr. Michael K.. MeMrcy
Chief Financial Officer
Falcon Cable TV
474 S. RayltlOnd Ave., Suite 200
Pasadena, CA 91105

Dear Mike:

As a follow up to out ~ssi()DS,I am pleased to proYide infonnation regarding lOme of
tho current lending paramoters which PNe Bank bas boen utilizing for our cable television
portfolio. I understand that tho Information is being soUclted in order to bo included as
supporting information for a proposal being made to the FCC regarding rate justification.

Specifically I understand that Palcon has made a proposal to the FCC which is intended to
provide a simple, expeditious mechanism for evaluating complaints lodged aga.inst cable
operators whose rates mJght fall outside the FCC's benchmarx&. This proposal includes
utilizing credit ratios. particularly a fixed charge cov~rage teat and a total leverage test.

In regard to both the fixed charle ratio and the ratio of total debt to cash flow, it Is. fair to
say that PNC Bank is following morc conservative lending parameters than were being
applied two or three years ago. It Is also fAir to ,ay that despite the more conservati~~

parameters, PNC Bank continues to be a vexy active supporter of this Industry and continues
to provide financing far ita capittll requirements. A typical bank financin& in today'. markot
would limit the ratio of totl1 debt to cash flow to DO more than 6.5 time,. As far as the
flXed charge ratio is concerned most credits tend to require a ratio of approximately 115%-­
125%. Fixed charge coverago ia defined as Ba.minga Before Interest, Taxes, Depreciation
and Amortizatio~ lesl cash taxes, divided by the sum of interest, mandatory principal
payments on total debt and capital c.xpondituros.

Mike. as you are aware, PNC Bank, N.A. is a leading institution in cable television finance
with 5850 m11llon in commitments to the industry, placing U$ among the 15 largest bank
londers to cable television today.

Sincerely,

~Jt~
Scott C. Meves
Vice President
Communications Lending
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MORGAN STANLEY

MORGAN STANLEY 4 CO.
INCORPOltATEJ)
Ill} AVENUE OF THE AMERICAS
NEW rou, NEW YOJu( 10020
(212) 701-4000

Marcl\ 8, 1993

Mr. Michael 1<. Menetey
Chief Financial Officer
Fala>n Cable TV
414 S. Raymond A..,e. Suite 200
Pasadena,CA 91105

Dear Mike:

You have a requested a response from Morgan Stanley regarding generally accepted finandng
parameters for cable companies in the public debt markets. AS you know, Morgan Stanley Is a leader in cable
television financings. managing 1\\ore than $3.4 bi1110n of cable debt in the public markel5in~1991.

We understand that you have proposed to the FCC an alternative ofevaluating cableservice ralCS that
ina>rporates ~ain tra41tional credit ratios, namely total debt to cash dow and a fixed charge coverage test..
We also understand that your ptoposat is intendec1 to provide the FCC with a simple, expeditious mechanism
for evaluating complaints lodged againSt cable operators whose ratcs might fall oUL4lide the FCC's benchmarks.

It i:i important (0 us that the cable industIy continue to have access to the capital markets and that their
existing and future free cash flow be suffici¢t1t to rover, with a reasonable cushion. debt service and capital
expenditure requirements.

The credit standards applied in the public markets arc generally less conservative than the standards
applied by banks in today's mark.et. The credit standard which is the primal)' (ocus or the public markets is the
Debt to (running rate) Operating Cash Flow ("Debt/OCF) ratio. Today, public; cable financings are frequently
completed by cable oompanies with Debt/OCF ratios in ~ccssof the 6.5x standard appliedby the banks. In the
lase. two weeks, for ~mpl~several financings were completed by cable companies with Dcbt/OCF in excess of
7.ox (including a lrausaction we tcc:ently completed for Cablevision Industries which has a Debt/OCF ratio of
8.0x), Anacbed as Exhibit A is a list ofcable'companies who are i..l\Suers of public debt and their corresponding
Dcbt/OCF tatio.

Please let me know if there is anything else I can provide.

Sincerely,

JPi!~
Principal
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COMPANY

Adelphia Communications

Cablevision Industries

Cablevision Systems

Century Communications

Jones Intercable

Comcast

Continental Cablevision

Tele-Communic.ations~ Inc.

roYAL DEBTIOCF

SAx

8.0

7.5

7.0

6.9

6.1

5.9

5.5

MONGAN ST-'tNLEY
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LAZARD FRBRES & CO.

OMa RoexcnLt.1!;ft PLUI,
Naw'iolUC. N. Yo l00l10

TltLaPKOxx (alaI &Uq-&OOO

'"C'.nuu Clllil loa' eo&o

Mr. Michael K. Menere)'
Chir.! Financial Officer
Falcon Cable TV
474 S. R.aymond Ave. Suite. 20U
Pasadona. CA 9110'

OcCU'Miko:

NJlIWYOIU<

March 9. 1993

You have requo"tod our views rogardln,g generally accepted lcmdlng parameteca for ca.bl~

television companlts. Jpeclflea11y with le&81d to the rOotio of total debt to cash flow. Iv. you
know. Lazard Ftares is a leader in cable telovision finance, hiving been a manager In S1.2
l:Jillion in subordinated debt offering. (Of ca.ble talovlslon {&lue" sinoc 1992.

It is impottmt to us that the industry continue to have access to the c~pita1 markets and thllt their
oxisting and future free cuh flow be sufficient to eover, wttha reasonable cushion, debt service
Md capital expenditure requirements. The credit standards in this regard lre more conservatlve
today thCln the standards appUed Just a few yOArS ago. Today. the bank market would typically
demand rn&X!lnum total debt to oporc.tln& C:A.Sh flow no greater then 6.51.. DondholtJer& and other
instltutionallenders tolorate somewhat hlsker debt to c~h now ratlos than the bank market. and
It lJ not unCOmmon for major cable teleylslon operators to be cr.piwized with total dcsbt to Cl1sh
flow of grea.te.r than 7.0x.

Please let us know If th~re ill anything else we can provide.


